Apart from the human suffering it causes, growth volatility is a major factor that retards growth. Recently several studies provided empirical evidence that democratic political institutions generate less volatile growth. In the economics literature fluctuations in major macroeconomic processes, like aggregate investment, are considered fundamental factors influencing growth volatility. However, the studies on democracy and growth volatility do not provide any link between democracy and investment volatility. Here, instead of democracy, we consider another institutional variable in explaining growth volatility: we focus on the specific channel that links individualistic societies and low growth volatility. In our theoretical model, it turns out that in a collectivistic society agents choose to invest together or choose not to invest together. In an individualistic society, on the other hand, there are also some parameter values at which the agents with more wealth choose to invest while the agents with less wealth do not find it worth investing. Hence, investment volatility and consequently growth volatility are lower in an individualistic society than in a collectivistic society. This is because in an individualistic society, agents are able to reap the entire benefits of their individual investments themselves and make their investment decisions regardless of the other agent's investment decision. Whereas in a collectivistic society, individuals are not able to reap the entire benefits of their individual investments themselves and cannot make their investment decisions regardless of the other agent's investment decision. We test the theoretical model's prediction by constructing a two-equation system of investment and income growth volatility, allowing various measures of individualism to influence growth volatility both directly and indirectly. Using standard controls, we importantly control for the development of democratic institutions. Based on a battery of sensitivity tests, we find individualism significantly directly and indirectly influences growth volatility negatively. We also find that, unlike individualism, democracy's influence on investment depends on the measure of democracy and econometric specification used. ______________________________________________________________________ * We would like to thank Geert Hofstede, Cem Karayalcin, Dani Rodrik and Mehmet Ali Ulubasoglu for their many helpful comments and suggestions at various stages of this project.
I. Introduction
There are extreme differences in per capita incomes and large differences in growth rates across countries'.
1 There are also large differences in countries' abilities to avoid major crises. 2 Apart from the human suffering it causes, growth volatility is a major factor that retards growth (see, most importantly, Ramey and Ramey, 1995 , for strong empirical support).
3 Therefore, it is not sporadic growth but sustained growth which is most sought after by societies which try to avoid episodes similar to the recent crises in Latin America and Asia.
Given that growth volatility retards growth and thus prosperity, the relevant question is 'what reduces growth volatility.' Recently several studies provided empirical evidence that democratic political institutions generate less volatile growth (Rodrik, 2000 , Quinn and Woolley, 2001 , Mobarak, 2005 . Rodrik argues that democracies exhibit higher levels of social cooperation in the face of exogenous shocks which allows them to navigate and alleviate the potentially harmful effects of these shocks. Quinn and Woolley (2001) argue that because of the mechanism of democratic competition as well as the preferences of voters, democracies select away from high volatility.
The bulk of the economics literature, however, provides theoretical explanation and empirical evidence that the fluctuations of major macroeconomics processes are fundamental sources of aggregate growth volatility. The popularly held Keynesian view traditionally maintains that shocks that are specific to aggregate investment, and to government deficit-spending, lead to rapid changes in growth and therefore to growth volatility. Monetarists, on the other hand, argue that shocks to the money supply can augment or hamper aggregate investment, thereby adding to the volatility of investment and therefore income and consumption growth volatility. Real business cycle theory, however, has been used to argue that fluctuations in productivity contribute to major aggregate swings and therefore to investment and growth 1 The per capita incomes of countries range from slightly more than $100 to about $35,000. While some countries in crisis experience decreases in their per capita income as much as -10 or more some countries with booms experience increases in their per capita income almost 10 percent. Typically neither growth rate is sustained over time. However, even one percent difference in long-term growth can cause large differences in per capita income: Controlling for the population growth, for instance, a country that grows 1 percent per year will double its per capita income in 72 years while a country that grows 2 per cent per year will double its income in 36 years. 2 Growth volatility is a major source of uncertainty for a society. North (1993) states that the pervasive human attempt to reduce such uncertainty is the key to the understanding the way belief systems and institutions evolve. 3 Argentina's jobless rate, for instance, went over 20 percent in the most recent crisis; in addition, the crisis pushed half of the country's 36 million population under the poverty line. A World Bank document states that "over the long-term, declining health and malnutrition will affect worker productivity, reducing future growth, and delaying the recovery" (World Bank, 2005) .
volatility.
Thus, and not surprisingly, the determinants and sources of aggregate macroeconomic fluctuations are of fundamental interest, and in ongoing research have been argued to include, in general, the level of aggregate economic, financial, demographic and political development, and in particular, the level per capita income. For example, the annual volatility of aggregate savings and investment has been strenuously argued to be a fundamental precursor to growth volatility, and the primary factors that explain investment volatility -and consequently growth volatility -are human capital, the extent of financial markets, capital market imperfections (including unequal access to such markets) and trade openness. Levine (1997 Levine ( , 1998 , Levine (1993a, 1993b) , and Denizer, Iyigun, and Owen (2002) demonstrate that economies with greater financial development (banking, credit, liquidity, regulation) generate less macroeconomic volatility. Easterly, Islam and Stiglitz (2000) provide empirical evidence that the extent of the financial markets can reduce volatility while employment fluctuations can increase it. Razin, Sadka and Coury (2002) use a theoretical analysis to argue that trade openness increases investment volatility. Easterly and Kraay (2000) provide empirical evidence that trade openness can cause volatility especially for small countries. Aghion, Bachetta, and Banerjee (2000) demonstrate that volatility is more likely for open economies and intermediate levels of financial development. Aghion, Banerjee and Piketty (1999) consider a theoretical model in which capital market imperfections and unequal access to investment opportunities are responsible for generating endogenous fluctuations in aggregate income, investment and interest rates. Acemoglu and Zilibotti (1997) highlight the role of per capita income in reducing volatility.
Apart from Rodrik (2000) , Quinn and Woolley (2001) , and Mobarak (2005) , other papers study the effects of political and other institutional factors on growth volatility. Henisz (2000) presents evidence that the number of politicians with veto power over policy changes (i.e. suggestive of a greater degree of democracy) is negatively associated with policy shifts that influence investment. Nooruddin (2003) argues that political constraints on politicians are negatively associated with growth volatility. Acemoglu, Johnson, Robinson and Taicharoen (2003) study the effects of a set of other institutional variables on growth volatility as well as those of distortionary macro economic policies.
In the political-economy literature, democracy has been frequently identified as the most prominent political institutional factor considered in explaining growth volatility. As will be reported in detail below, we find substantive empirical evidence supporting the finding that democracy negatively influences growth volatility. The above mentioned papers that provide link between democracy and growth volatility, however, do not provide a link between democracy and investment volatility, the latter a fundamental source of fluctuations in aggregate growth.
Here, we consider a "slower-moving" institutional variable than democracy 4 that reduces growth volatility both directly and -via reducing investment volatility -indirectly. The institutional variable that we consider here, individualism/collectivism, was also considered by Greif (1994) , who examined contrasting individualistic and collectivistic backgrounds of Genoese and Maghribi traders that led these two pre-modern societies in the late medieval Mediterranean trade to evolve along distinct paths. By building on this tradition that highlights the fundamental role played by the "slow-moving" institutional and cultural differences of societies on these societies' different political and economic outcomes, our paper focuses on the specific channel that links individualistic societies and their low growth volatility.
In terms of our empirical analysis, our starting point is Hofstede's (1980a,b) analysis and data set on different cultural dimensions. Hofstede conducted questionnaires in 1968 and 1972 among 117,000 IBM employees; the initial 40-country sample was subsequently expanded to a total of 47 countries. It is still considered the most comprehensive comparative study especially in terms of the number of respondents involved. Hofstede based his analysis on four dimensions: 'individualism', 'power distance', 'masculinity', and 'uncertainty avoidance'. 5 In subsequent research, the individualism/collectivism dimension far exceeded the other dimensions in popularity. According to Hofstede, "individualism stands for a society in which ... everyone is expected to look after himself or herself and his or her immediate family only," and "collectivism stands for a society in which people from birth onwards are integrated into strong, cohesive in-groups, which throughout people's lifetime continue to protect them in exchange for unquestioning loyalty." 4 Roland (2004) distinguishes between slow-moving and fast-moving institutions: "What is often called 'culture', including values, beliefs, and social norms, can be classified as a slow-moving institution. ... Political institutions can be classified as a fast-moving institution." 5 "Power distance indicates the extent to which a society accepts the fact that power in institutions and organisations is distributed unequally." "Masculinity" points to the extent that the dominant values in society are assertiveness, the acquisition of money and things, and not caring for others, the quality of life, or people. "Uncertainty Avoidance, indicates the extent to which a society feels threatened by uncertain and ambiguous situations and tries to avoid these situations by greater career stability, establishing more formal rules, not tolerating deviant ideas and behaviors, believing in absolute truths and the attainment of expertise."
Not surprisingly, Hofstede's work has had its share of critics too. 6 To show that our main empirical result which relates individualism to growth volatility through investment volatility does not hinge upon the idiosyncrasy of the IBM employees' cultural values in the 1960s and 1970s, we will use the "in-group collectivism" index of the GLOBE Project (see House et al., 2004) , which also exhibits strong negative correlation with Hofstede's individualism (-.71, p-val = .001). 7, 8 The data on in-group collectivism were collected in 1994. Thus, arguably the other researchers' more recent indices' strong (negative) correlations with individualism indicate the slow-moving nature of cultural institutions. 9 Figure   1 demonstrates the comparatively strong match between Hosftede's measure and those of GLOBE and Schwartz.
[Insert Figure Switzerland has a higher per capita income than the U.S., the latter's individualism index value exceeds that of the former by more than 30%: see Figure 2 . While Japan's per capita income is 40% higher than that of Netherlands, the latter's individualism index value is almost 80% higher than that of the former. The comparison between Hong Kong and 6 Many of Hofstede's critics suggested various refinements of his dimensions. Triandis (1995) , for instance, argues that several additional culture-specific attributes define different kinds of collectivism or individualism. For example, although both the kibbutz and most East Asian cultures are collectivist, there are profound differences among the specific kinds of collectivism of these cultures. That is, they constitute different species of collectivism. While Schwartz (1994) provides finer graduations of cultural differences, his embeddedness/autonomy index is relatively strongly negatively correlated (-.57, p-val = . 008) with the individualism/collectivism index of Hofstede. Schwartz's index, however, spans a much smaller set of countries. Schwartz (2005) himself, however, contends that his embeddedness/autonomy dimension is not comparable to Hofstede's individualism. 7 Correlations are Pearson correlation coefficients; p-values are based on the Fisher correction, derived from a tdistribution. 8 The statements below constitute a very typical sample used by Hofstede to construct his individualism/collectivism index values. They are "how important is it to you to ..." questions, of which answers have the range "of utmost importance," "very important," "of moderate importance," "of little importance," "of very little or no importance." A7:
Have an opportunity for high earnings. A8: Work with people who cooperate well with each other. A13: Have considerable freedom to adapt your own approach to the job. A15: Have an opportunity for advancement to higherlevel jobs. C3: Have a job which allows you to make a real contribution to the success of your company. C4: Work in a company which is regarded in your country as successful. C6: Work in a congenial and friendly atmosphere. Similarly, the statement(s) "employees (individuals) should feel great loyalty to their organization (to their family)" to generate the in-group collectivism index by the GLOBE project. They are "do you agree or disagree" questions, of which answers have the "I strongly agree" to "I strongly disagree" spectrum. There are also "in this organization the pay and bonus system should be designed to maximize ..." and "the economic system in the society should be designed to maximize ..." statements with the ending spectrum ranging from "1.individual interests" to "7.collective interests. 9 In another way, "correlations between these measures and Hofstede's indicate that although these new measures may have some advantages, Hofstede's data is more dependable than many had thought" (Peterson, 2005) .
Australia is not less stark than the ones above, where the latter's individualism index value is more than 3.5 times that of Hong Kong. More interestingly, for each of the country pairs mentioned above, the growth volatility is less in the more individualistic country.
[Insert Figure 2 about here]
Consider, for example, Hofstede's measure of individualism (indiv: 1972) , the standard deviation of U.S.
aggregate investment share 10 (investment volatility: 1972-2000) and the standard deviation of U.S. aggregate GDP-percapita growth (growth volatility: 1972-2000) . The bivariate plots of Figure 2 provide a simple story. Hofstede's individualism measure in 1972 is moderately negatively correlated with investment volatility over the proceeding three decades (-.40, p-val = .008) 11 ; investment volatility is more pronouncedly positively correlated with growth volatility (.62, p-val = .000); and individualism itself is relatively strongly negatively correlated with growth volatility (-.55, p-val = .000).
In our theoretical model, we consider two agents (i.e., individuals, households, or firms) with different asset (wealth) levels. These agents' payoffs are determined within the cooperative bargaining framework of Nash (1950) .
Agents can enhance their assets by investing in them at a cost. This cost and thus the rate of return to their investments can fluctuate. We consider two types of societies. In the first type of society, individualistic agents adopt the Nash solution (Nash, 1950 (Nash, , 1953 which yields a payoff ratio identical to the asset ratio of the agents such that the payoff of an agent will increase when his assets increase, but will not change when the other agent's assets increase. In the second type of society, collectivistic agents adopt the Egalitarian solution which always yields the same payoffs independent of the asset ratio, such that the payoff of an agent will increase whenever any of the agents' assets increase.
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It turns out that in a collectivistic society either both agents choose to invest together or choose not to invest together. In an individualistic society, on the other hand, although there are some parameter levels at which both agents choose to invest together or choose not to invest together, there are also some parameter values at which the agent with more wealth chooses to invest while the agent with less wealth does not find it worth investing. Hence, investment volatility and consequently growth volatility are low in an individualistic society than in a collectivistic society. The 10 Consult Section IV and Appendix 1 for data sources and variable explanations. we control for multiple measures of macroeconomic fluctuations, of democracy and of individualism. As mentioned before, we find substantive empirical evidence supporting the important finding that democracy negatively influences growth volatility. However, unlike individualism, democracy's influence on investment depends on the measure of democracy and econometric specification used. This suggests that the link between democracy and growth volatility deserves further investigation, and the final answer concerning the mechanism by which democracy influences growth and growth volatility and the direct and indirect roles democracy plays has yet to be formed.
II. Institutions, Individualism/Collectivism and Political-Economic Outcomes
North (1994), in his Nobel speech, uses the term "institutions" to mean "shared behavioral regularities or shared routines within a population" which "define the incentive structure of societies and specifically economies." North highlights the key role played by culture in this context by stating that "it is culture that provides the key to path dependence." 13 While Binmore (1994) and the Egalitarian solution by Rawls (1972) . 13 Roland (2004) however: "Collectivist cultural beliefs were a focal point among Maghribis and individualist cultural beliefs were a focal point among the Genoese." (Greif, 1994) .
The Maghribis maintained transactional assurance by organizing agency relations 15 within an informal economic institution. Greif (1997) refers to this institution as a "coalition." The coalition members hired agents only from within the coalition and paid their agents higher wages than the ones received by nonmembers. 16 Based on the "gossip" information network among its members, coalition never employed agents who had previously cheated against any coalition members. Cheaters could be cheated by other coalition members with impunity. The coalition even held 14 Schwartz (1995) (Williams, 1970) . These cultural values provide the bases for the shared norms that prescribe the behavior that is appropriate in various situations. Cultural value priorities are inherent in the organization of societal institutions." Schwartz (2003) continues: "Cultural value emphases shape and justify individual and group beliefs, actions, and goals. Institutional arrangements and policies, norms, and everyday practices express underlying cultural value emphases in societies. … Of course, cultures are not fully coherent. In addition to a dominant culture, subgroups within societies espouse conflicting value emphases. The dominant cultural orientation changes in response to shifting power relations among these subgroups. … Yet, cultural value orientations do change gradually. Societal adaptation to epidemics, technological advances, increasing wealth, contact with other cultures, and other exogenous factors leads to changes in cultural value emphases." 15 "Agents provided merchants with many trade-related services, including loading and unloading the ship, paying the customs, bribes and transportation fees; storing the goods; transferring the goods to the market; and deciding when how, and to whom to sell the goods and at what price and at which credit terms" (Greif, 1993) . 16 Nagaishi (2004) provides evidence that, similar to the in-group trust of Maghribis, Japanese multinationals have a significant tendency to send more directors (both the top of the board of directors and directors as a whole) from the headquarters to their foreign affiliates than their American counterparts do.
relatives responsible for members' debts, which prevented older agents from cheating.
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The Genoese, on the other hand, evolved bilateral enforcement mechanisms which entailed the creation of formal legal and political organizations for monitoring and enforcing agreements, an institutional framework that lent itself to further evolution of increasingly complex trade. Greif (1994) states that: "During the twelfth century the Genoese ceased to use the ancient custom of entering contracts by a handshake and developed an extensive court system for registration and enforcement of contracts. Furthermore, the customary contract law that governed the relations between
Genoese traders was codified as permanent courts were established. In contrast, ... Maghribis entered an informal code of conduct, and attempted to resolve disputes informally." Consequently, the Genoese went on to evolve more productive markets while the Maghribis eventually disappeared in the face of increasing competition.
The degree of individualism varies among species as well as among human societies. Some animals such as tigers are solitary while others such as wolves are gregarious. Humans are clearly on the gregarious side of the spectrum but different societies show differing degrees of gregariousness. While some hunting-gathering tribes tend to live in nuclear families some other tribes prefer to live in clans. Hofstede's definition of individualism/collectivism dimension has strong links to family structure. However, there are substantial differences even in the origins of family structures of the highly individualistic European and North American countries. Shorter (1975, p. 30) , comparing old family statistics, found that around as early as 1700 the nuclear family was already a norm in Britain and North American colonies (and to a lesser degree in Netherlands) while the extended family dominated in the rest of Europe (there was no data available for Australia and New Zealand). This is crucial in understanding the degree individualism/ collectivism of societies. Next, we 17 Even some contemporary societies exhibit some characteristics Maghribi type coalition arrangements. As McMillan and Woodruff (1999) describe, in Vietnam, business people can easily cheat each other since courts are of no use to them in resolving disputes. Entrepreneurs rely on reputation and gossip to select partners. They try to avoid disputes by checking their customers' financial backgrounds and personalities with others who have done business with them. The entrepreneur's incentive not to cheat a contract partner is not that the partners will sue but that they will stop dealing altogether. Certain milder aspects of this, such as credit bureaus, are relevant even in highly individualistic societies with very effective legal systems since legal conflict can be costly. Similar to Vietnamese businessmen swapping information, a debt collection agency for fish wholesalers in Portland, Maine, recently began using the Internet to sell wholesalers credit information about deadbeat buyers. Another example is a New York cable television company, Paragon Cable, which rather than terminating the cable service, chooses to run C-Span's monotonous political hearings on all of its 77 channels until the subscribers pay their bills. (See Stanford Graduate School of Business (2000) for the last two examples.)
will elaborate on what gives rise to such distinctive family structures.
As Acemoglu et al (2004) and Engerman and Sokoloff (2002) explain, due to very low population density and lack of easily exploitable resources, during colonial period in the North America, the British state had to grant access to land and to accept the formation of representative democratic institutions. In Spanish America, colonial powers faced a large indigenous population and rich resources to exploit. Consequently, in North America land ownership ranged between 75 and 90 percent of the population, whereas in most Latin American countries it was as low as 2.5 percent of the population. Thus, the crucial fact is that small, family farms were the norm in many colonies of the North American mainland, where climate and soil conditions were conducive to growing grains and livestock which exhibited limited economies of scale. These circumstances fostered relatively homogenous individualistic populations with relatively equal distributions of human capital, wealth as well as political power (the latter giving rise to representative democratic institutions). The Caribbean and Brazil enjoyed climate and soil conditions very conducive to growing cash crops that were most efficiently produced on large slave plantations. These countries took an un-individualistic clientelist path and generated very unequal distributions of human capital, wealth and political power.
Thus, initial climate and soil conditions, land policy and representative democratic institutions in the North America led to the individualistic structure which allowed the U.S. and Canada to establish institutions to provide the masses the chance to enhance their physical and human capital investment opportunities, while the non-individualistic clientelist structures of the rest of Americas led to the opposite path.
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The role of education is crucial in this respect. Many New World societies had material means to establish 18 The roots of individualistic structure in North America are identified by Engerman and Sokoloff (2002) as initial climate and soil conditions, land policy and representative democratic institutions. Recall Shorter's finding that as early as 1700 the nuclear family was already a norm in Britain and to a lesser degree in Netherlands too while the extended family dominated in the rest of Europe. One may suspect that the relatively more urbanized way of living in those two countries -compared to the rest of Europe -perhaps has something to do with that finding, since nuclear family structure suits the mobility of urban life better. Another explanation is provided by Greif and Laitin (2004) who point out that decline of political authority can make clans and extended families the prominent unit of social organization since such corporate or consortial family form is more suited than the nuclear household to defend its wealth and status. It could very well be the case that the relatively strong political authority in Britain and Netherlands also contributed to the declining need for clans and extended families.
19 Clientelism (patronage) in a sense is a manifestation of collectivism and in-group collectivism. It entails loyalty for kick-backs -and thereby creates solidarities -among individuals in networks of reciprocal processes; these networks may be based on ethnic ties as well as on other factors such as occupational status, lineage, etc. Clientelism can thus involve personalized reciprocal links between socially similar or discrete entities.
widespread network of primary schools. Virtually from the time of settlement, however, only the U.S. and Canada invested in primary education that was more geared toward the children of the common people. Individualistic and nonindividualistic patterns of land ownership had implications on banking and capital formation too in North and Latin
America. In the former, "loans among farmers and planters in commercial agriculture were commonplace in the early eighteenth century. … The outcome, circa 1910 could not have been more different: the United States had roughly 25,000 banks and a highly competitive market structure; Mexico has 42 banks, two of which controlled 60 percent of total banking assets, and virtually none of which actually competed with another bank" (Acemoglu, Robinson and Johnson, 2005) .
III. Theoretical Model
We consider two agents where one agent has the normalized asset (wealth) level, 1, and the other one has the normalized asset (wealth) level, a > 1. The assets could be human capital as well as physical capital. In short, we will refer to these agents as L (agent with low wealth) and H (agent with high wealth). We will consider a Nash bargaining setup. 20 In particular, the disagreement point will be normalized to (0,0), and for simplicity we will use the segment [(1,0),(0,a)] as the Pareto frontier in the first period. That is, each party's ideal payoff will be equal to the level of their asset ownership (or wealth).
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Agents can invest in their assets which will entail time and effort cost. In particular, given a level of ideal payoff b i , each Agent i (i = L,H) can enhance their b i to kb i at a cost c > 0 where 2 > k > 1. At the initial period, agents carry out their bargaining with their initial asset levels, 1 and a, and they will make their investment decisions individually considering their second period potential payoffs. Each agent will decide whether or not such an initial-period investment is worth taking.
In the individualistic society, the agents use the Nash bargaining solution. Given any ideal payoffs b L and b H , its neither agent chooses to invest (in which case the growth rate is zero).
In the collectivistic society, the agents use the Egalitarian bargaining solution. Given any ideal payoffs b L and
22 Thus, at the initial period, with b L = 1 and b H = a,
we have E L (1,a) = a/(1+a) = E H (1,a). Note that each E i (b L ,b H ) depends on b i as well as on b j , i,j = L,H and i ≠ j. Observe that this is also the outcome when neither agent chooses to invest.
Suppose both agents invest. Then we will have b 1 = k and b 2 = ka. Hence, we will have N L (k,ka) = k½ and N H (k,ka) = ka/2 as well as E L (k,ka) = ka/(1+a) and E H (k,ka) = ka/(1+a). Thus, in this case, the growth rate is k-1 in either society.
Next, with N, we will show that when H does not invest, neither will L and that when L does not invest, H might invest. Let c H N denote the highest cost at which H would invest. Assume that any agent invests even when he is indifferent between investing and not investing. As noted above, regardless of b L , we will have N H (b L ,ka) = ka/2. Thus, c H N will turn out to be ka/2 -a/2 = (k-1)a/2; that is c H N = N H (b L ,ka) -N H (1,a). Likewise, regardless of b H , we will have
Therefore, when the cost of investing, c, is greater than c H N (such that H will choose not to invest), then c will also be greater than c L N (thus L will choose not to invest as well). Likewise, when the cost of investing, c, is less than c L N (such that L will choose to invest), then c will also be less than c H N (thus H will choose to invest as well). Next, with E, we will show that if one agent does not invest, neither will the other one. Let c H E* denote the highest cost at which H would invest if L also invests, and c L E* the highest cost at which L would invest if H also invests.
maximum than another agent with less assets. 22 The Egalitarian solution is a member of the general class of Proportional solutions (Kalai (1977) , Roth (1979) ). A proportional solution yields a payoff ratio of P in (0,∞). In the case of the Egalitarian solution, P = 1. All proportional solutions exhibit the same collectivistic feature as the Egalitarian solution. In a hierarchical collectivistic society P > 1 represents the patron-client relationships more appropriately. In this paper, however, we use P = 1 for its focal nature. and, more importantly, for its simplicity Thus, c H E* and c L E* will turn out to be ka . Thus, when the cost of investing, c, is less than or equal to c H E* = c L E* both will invest and when c is greater than c H E* = c L E* neither will invest. In other words, there is no c at which one of the agents invests and the other one does not invest. Again, let a = 2 and k = 1.5. Then observe that E L (1,2) = .66, E H (1,2) = .66, E L (1.5,3) = 1, and E H (1.52,3) = 1. Thus, c H E* = c L E* = .33.
Let c is uniformly distributed over any spectrum that contains [0,ka] . 23 Thus, there could be very high levels of c, at which no agent would be able to invest either with N or with E. At some low levels of c, however, both agents will be able to invest regardless N or E. As we will see, there will be a mid range of c in which the high type will be able to invest with N but no agent will be able to invest with E.
With both bargaining solution outcomes, when both agents invest, the growth rate is k-1, and when no agent invests, the growth rate is zero. Thus, the division rule that has a larger range of only one type investing will have less growth volatility. For E, the range in which only one type invests is c H E* -c L E* = 0, and for N, that range is c H N -c L N = (k-1)(a-1)/2. Thus, with E there is no chance for c to be at a level where one agent invests and the other one does not invest, but since with N there is some chance for c to be at a level where one agent invests and the other one does not invest, the growth volatility is less with N than with E.
Theorem 1: Investment volatility and consequently growth volatility is less with N than with E.
The intuition is that with E there will either be very high or very low investment and growth but with N there can be very high, very low or at some medium levels of investment too. This is because with N agents are able to reap the entire benefits of their individual investments themselves and make their investment decisions regardless of the other agent's 23 Since no agent can receive a payoff of ka under any circumstance with N or E, c will be less than ka. investment decision. Whereas with E, individuals are not able to reap the entire benefits of their individual investments themselves and cannot make their investment decisions regardless of the other agent's investment decision.
IV. Empirical Analysis
The fundamental empirical prediction of our formal model is that individualism reduces investment volatility which in turn reduces growth volatility. Thus, our empirical analysis considers the impact individualism has on growth volatility, indirectly through its impact on annual investment volatility, in a triangular simultaneous system of equations.
In the economics literature, key links to stable investment and growth are popularly argued to be investment level, per capita income, the extent of financial development, the level and volatility of government spending, private sector finance, including access to credit supplied from banks, the amount of credit supplied to the private sector (as well as the regulation of such a markets), the development of industry and services, human capital, access to education and training, and health care, the population growth rate, and so on. Recently, democracy, political stability, participation, and competitiveness have been linked to a reduction growth volatility that retards growth. More discussion on these variables will be provided whenever necessary.
IV.A. Data Sources
We consider five major categories of control variables, based on the above brief discussion: macroeconomic, financial/credit, demographic, political, and cultural. We discuss below, in order, the set of control variables employed in this study. The most prominent issue to bear in mind is the constraint on sample size. We base our fundamental measure of individualism on Hofstede's (1982) research, which is based on 47 countries fixed at the year 1972. Thus, a panel of a reasonably large country list over multiple periods is not an option. We focus by necessity on Hofstede's country list (see Table 1 We use the Globe Project's in-group-collectivism as an alternative measure of individualism in order to provide a robustness of check against use of Hofstede's data: see Section IV.C. Because Hofstede's and Globe Project's country lists are not identical, we defer to the 38 countries common to the two studies: this way, our robustness check will not be subject to sample selection bias associated with the different criteria by which the countries were selected. After missing observations are removed, the sample size is 36 countries. 24 Within the shared sub-set of countries, the two cultural measures have a correlation -.695 (p-val < .01).
Because of the limited sample of countries available, and the broad literature defense of an extensive list of reasonable control variables, we must balance logic with availability and space considerations. We therefore use a reasonably inclusive list of control variables, and provide robustness regressions where multiple variables might logically be included simultaneously (as regression complements), but must be included separately (as regression substitutes) due to our challenge with degrees of freedom. 25 See Table 2 for a complete list of variables, descriptions, and sources. of trade openness defined as imports plus exports as a share of GDP (mean). In order to control for government involvement in the local economy, we use government expenditure as a share of GDP (mean and standard deviation).
IV.A.1. Control Variables
In order to control for the degree of financial development, we use domestic credit provided to by banking sector 24 We comment below on results of the fundamental tests when performed on Hofstede's complete list of 47 countries. When observations with missing variables are removed, the sample size is 45. In general, with respect to tests considering the indirect impact individualism has income growth volatility, there is little difference between the fundamental outcomes when Hofstede's 45 (effective) country set, or the subset of 36 (effective) common to Hofstede and Globe, is used. There are, however, some differences with respect to tests of how democracy indirectly influences income growth volatility, which we discuss in Section IV.C. 25 Similarly, we omit lags and "changes" in macroeconomic and political control variables, as well as nonlinear terms (e.g. Quinn and Woolley, 2001 ) and instruments for democracy (e.g. Mobarak, 2005) : the degrees of freedom issue severely binds our hands with respect to such extensions; there does not exist a consensus either in macroeconomic theory or empirics on choice of nonlinear functional form (aside for the use of logs); and we opt to use widely accepted direct measures of democracy and political participation. Indeed, in regressions not reporter here, we never find quadratic terms in macroeconomic, political or cultural control variables to be significant. It should be pointed out, moreover, that the sole index of democracy (cf. Freedom House: see Table 2 , below) used in Quinn and Woolley (2001) is fixed at the initial period [1972] [1973] in that study, and typically only it, and not the change in democracy measured over 1974-1989 (which is small for most countries, with a low cross-country dispersion), is significant. In this paper, we use the mean of several measures of democracy and political participation, and find robustly significant coefficients and fundamental test results: see below. In regressions not reported here, we never find the change in popularly used measures of democracy to be significant. 26 The initial period is 1973; the mean and standard deviation are taken over the period 1973-2000.
as percent of GDP ("bank": mean), as well as domestic credit to the private sector as percent of GDP ("privy": mean) -source: the World Bank Group. Bank measures the relative importance of banks to the financial sector, and privy measures the extent to which the financial sector interacts with the private sector. Other measures are discussed in King and Levine (1993a,b) , and include the ratio of M2 to GDP and the ratio of claims on the non-financial sector to total domestic credit. Denizer et al (2002) , in particular, find that bank is robustly negatively associated with growth volatility and investment volatility.
Demographic variables used to control for human capital, health care and population dynamics include the log of population size; the population growth rate; the mortality rate of children under the age of five; the fertility rate; and the percent of the population with a secondary education (all variables in means).
Political control variables were obtained from the Gastil-Freedom House archive and the Polity IV Project.
Variables include Freedom House's democracy, 27 measured as an average of civil liberties and political rights (mean):
small values denote a greater degree of democracy; Polity IV's openness of executive recruitment (mean), measuring the degree to which political offices are open to members of a society; Polity IV's competitiveness of political participation (mean); and Polity IV's measure of the difference between democracy and autocracy (mean: "pol"): large positive values represent a greater degree of democracy, and large negative values denote a greater degree of autocracy.
IV.A.2. Collinearity
In order to reduce the redundancy of some explanatory variables and correct the potential hazards associated with mulicollinearity, 28 we only include mean income per capita (and not initial income), only mean and standard deviation of 27 Freedom House's measure of democracy is more appropriately described as a measure of autocracy: large values are associated with diminished degrees of democracy: see Table 2 . We use the term "democracy" in keeping with the Freedom House data archive, and an established convention in the literature. 28 There is an extensive degree to which many control variables in our sample are correlated. Of particular note is the extraordinary degree to which the initial values of investment, income and income growth are correlated with the mean values. Income per capita in 1973 and the mean income over 1973-2000 have a correlation of .96; initial and mean investment have a correlation of .81; initial and mean government expenditure as share of GDP have a correlation of .86. Similarly, individualism is highly related to many control variables employed in our models: individualism and mean democracy (-.73), and mean fertility (-.63), and mean population growth rate (-.71), and initial income (.69), and mean income (.66). Initial and mean income in particular are essentially controlling for the same macroeconomic information. Moreover, credit supplied by banks and credit supplied to the private sector have a correlation of .94; and Freedom House's measure of democracy and Polity IV's measure of the democracy-autocracy spread are strongly negatively related (-.93).
income growth (and not initial income growth), and only mean and standard deviation of investment (and not initial).
Because of the strong positive correlation between credit supplied by banks and credit supplied to the private sector, we use only one credit variable at a time. Similarly, due to the strong correlation between alternative controls for extent of democracy we include only one in any model specification. In regressions not reported in this paper, we find little difference between use of initial or mean values.
IV.B. Econometric Specifications
We treat investment volatility (inv_v) and growth volatility (y_g_v) as triangularly endogenous, where investment volatility is not a function of growth volatility, and individualism only enters the investment equation. This is the simplest specification available that directly represents the theoretical model, allowing for the indirect causal path indiv → inv_v → y_g_v, without feedback from growth volatility to investment volatility. 29 Model 1 omits all controls variables and is treated as a simple benchmark model, modeling only the indirect correlative channel from individualism to investment volatility to income growth volatility. Model 2 allows controls for both investment and income, allows individualism to affect growth volatility both indirectly through investment volatility and directly in the growth volatility equation, and strongly ties our theoretical premise to the full macroeconomics and political-economics literatures.
IV.B.1. Framework, Estimation Methodology
The general econometric framework is We allow for the country-specific errors terms u ji to be heteroscedastic for each equation, and the equationspecific errors to be correlated across equations. Shocks to investment volatility will be spread to income growth volatility through (1.2). However, and more importantly, it is certainly the case that shocks to growth volatility will be related to, and incorporated into, shocks to investment volatility. Thus, it is important to allow the equation-specific errors terms to be correlated. This implies we expect that investment volatility will be correlated with the income growth volatility error term. Also, evidence not reported here shows highly significant patterns of heteroscedasticity in the unobservable country characteristics.
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In order to control for both cross-equation error correlation and therefore the non-orthogonality between investment volatility and the growth volatility error, and country-specific heterogeneity, we use heteroscedasticitycorrected Three-Stage Least Squares. 31 In all cases tests (not reported here) of the hypothesis that the equation specific errors are uncorrelated, after controlling for the included regressors, are strongly rejected in favor of cross-equation correlation. Moreover, and not surprisingly, the equation specific shocks are significantly positively correlated supporting our intuition that they have common components due to shared macroeconomic processes.
Finally, for each model we initially employ Hofstede's measure of individualism. For Model 2, as a bench-mark we employ Polity IV's measure of the spread between democracy and autocracy (pol), openness of executive recruitment (openexr) and competitiveness of political participation (comppar); and for financial development controls we use credit supplied by banks (bank). For robustness checks, we use Globe's in-group-collectivism (ingrcol), Freedom House's measure of democracy, and credit supplied to the private sector (privy): see Section IV.C.
IV.B.2. Test Logic
30 Individualism, mean investment, mean income, mean government spending, mean inflation, mean high school graduation rate and mean fertility rate are all significantly negatively associated with the dispersion of investment volatility and income growth volatility; similarly, government spending volatility, mean population growth, and credit provided by banks all positively add to country-wide dispersion of investment and income growth volatility. Complete estimation and test results are available upon request. 31 Essentially the method is an efficient form of Seemingly-Unrelated-Regression (SUR) with IV for the right-handside endogenous variable: for the growth volatility equation, we instrument investment volatility by passing it through a linear filter involving all non-endogenous regressors (which is all remaining control variables). See, e.g., Schmidt (1977) and Bartels and Feiberg (1992) . Although in every model and specification considered in this paper do we find highly significant evidence that the macroeconomic volatility errors are positively correlated, regressions using predicted values for the right-hand-side investment volatility (SUR+IV) or the original values (SUR) produces essentially identical results.
The fundamental test that individualism does not influence income growth volatility through investment volatility depends on whether we are testing for direct, indirect or net influence, and whether we use Model 1 or 2. For Model 1, we test α 2 ×β 2 = 0 against α 2 ×β 2 < 0. Evidence in support of α 2 ×β 2 < 0 means evidence that individualism negatively influences growth volatility indirectly through investment volatility. For Model 2 there are two channels through which individualism may influence growth volatility giving indirect (α 2 ×β 2 ), direct (β 3 ) and the net indirect-direct (α 2 ×β 2 + β 3 ) effects.
Evidence in favor of both α 2 ×β 2 < 0 and α 2 ×β 2 + β 3 < 0 provides support of our main theorem that individualism negatively influences growth volatility, after controlling for investment volatility, and controlling for the multifarious processes that simultaneously influence income and investment dynamics.
IV.B.3. Estimation Results
In the first specification, Model 1, we omit all exogenous controls and focus entirely on the correlative relationships between investment volatility and income growth volatility, through individualism. 32 32 Recall that we use the subset of 36 countries common to Hofstede's and Globe Project's independent studies. 33 Test 1 (see Table 3 ) tests the hypothesis α 2 = β 2 = 0: individualism and investment volatility jointly are noninfluential. 34 Test 2 (see Table 3 ) tests the hypothesis α 2 ×β 2 = 0: individualism does not influence growth volatility through investment volatility. The alternative is one-sided, α 2 ×β 2 < 0: individualism negatively influences growth volatility through investment volatility. The p-value in this case is .003. When the complete Hofstede country set is used, the one-sided test p-value is .001. (Denizer et al, 2002; Acemoglu et al, 2003, etc.) . Control variables used in Model 2 are selected based on this literature, with the understood caveats of redundancy and limited sample size, cf. Section IV.A.1-IV.A.2.
Condensed results are reproduced below: consult column 2 of Table 3 
Prominently, controlling for the multiple social, political and economic processes that are expected to influence both investment and income growth volatility, individualism significantly negatively influences both investment and income growth volatility: each coefficient on individualism is negative and significant at the 5%-level. Moreover, the predicted values associated with Model 2 provide compelling evidence that the present model works quite well to explain the volatility processes 35 : see Figure 3 .
We strongly reject the fundamental hypothesis that individualism does not influence growth volatility in favor of a combined indirect and direct negative effect. However, a simple inspection of the regression results reveals that this is not due to a net negative impact per se (e.g. a small positive direct impact and a large negative indirect impact):
individualism significantly negatively influences growth volatility directly, 36 indirectly 37 and significantly negatively influences growth volatility jointly indirectly and directly. 38 The net impact can be deduced from the above equations:
35 Classical F-tests were performed on all models in this paper resulting in rejections of the null that all slopes are jointly zero at below the 1%-level: because of the uniformity of this outcome we do not mention such measures of goodness-of-fit again. 36 The individualism coefficient in the income growth equation is -.162, significant at at the 5%-level. 37 The Test 2 t-value is -2.78 and the p-value is .025. When Hofstede's complete country set is used, the p-value is .039 (not shown).
38 Test 3 (see Table 3 ) tests the hypothesis α 2 ×β 2 + ×β 3 = 0 (i.e. indiv 1 ×inv_v 2 + indiv 2 = 0): individualism does not influence growth volatility directly (i.e. β 3 ) and indirectly (i.e. α 2 ×β 2 ) through investment volatility. The alternative is one-sided, α 2 ×β 2 + ×β 3 < 0: individualism negatively influences growth volatility through net direct and indirect 
Other control variables generate coefficient signs roughly as expected. Credit supplied by banks negatively influences growth volatility both directly (insignificant) and indirectly (significant at the 10%-level): this provides direct support of evidence presented in Levine (1998) , and Denizer et al (2005) . This result remains robust to every alternative specification discussed in Section IV.C. Fluctuations in the annual exchange rate and the secondary education graduation rate negatively impact investment volatility, and positively impact growth volatility (both coefficients are significant), results that are again robust to every alternative specification.
IV.B.4. Democracy and Income Growth Volatility
Our Model 2 serves a dual purpose of providing empirical support of our maintained thesis, and of providing a robustness check against the findings of Quinn and Woolley (2001) . Using a single equation model of growth volatility, control variables similar to those used in the present paper, and omitting investment volatility and cultural measures as causal effects on growth volatility, the authors find significant evidence that countries with more developed democracies are associated with lower growth volatility.
Even a cursory inspection of the regression results from our Model 2 shows a far richer potential dynamic at play when a multiple equation approach is employed: we control for the simultaneity of investment volatility and growth volatility, the significant role investment volatility has on growth volatility, the role of cultural values as represented by individualism, the dual role that the level of democracy plays on investment and income growth dynamics, for both the heteroscedastic nature of investment and growth volatilities, and the correlatedness between the unobservable characteristics (i.e. the errors/shocks) of our dual measures of macroeconomic volatility.
In this expanded context, we find that the democracy-autocracy spread (pol) significantly positively augments investment volatility, while significantly negatively influencing growth volatility, cf. Table 3 . Thus, the simple question of whether democratic institutions are associated with macroeconomic volatility, and how, depends on which set is used, the t-value is -2.28 with a p-value of .020. macroeconomic event is in question, and how they are allowed sequentially to relate (and which country set is used: see Footnote 39). On the surface, because investment volatility significantly positively influences growth dynamic, we must test for a net impact of democracy on growth volatility. We find that the democracy-autocracy spread has a significant net negative influence on growth volatility channeled through investment volatility. 39 This result is robust to the use of alternative measures of individualism, credit and political control variable choice: see Section IV.C.3.
IV.C. Sensitivity Analysis
We now inspect the degree to which the above results are due to the specific financial, political and cultural variables employed, and country set. Due to space considerations, and degrees-of-freedom constraints, using Model 2 as the benchmark we consider only a few alternative specifications reported in Table 4 , and comment on interesting results not otherwise reported.
IV.C.1. Alternative Financial Development Variables
For the most part, use of either of financial development control, credit supplied by banks or credit supplied to the provide sector, generates the same substantive outcome as the original Model 2. The coefficient magnitudes and signs are essentially the same for either credit variable, and the fundamental test outcomes for individualism and democracy are robust.
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IV.C.2. Alternative Democracy and Individualism Variables: Tests on "Individualism"
In Table 4 we present robustness checks by considering various combinations of political and individualism variables. We provide a robustness check of Model 2 using the Globe Project's in-group-collectivism; we estimate Model 2 using only Polity IV's measure of democracy as political control, removing openness of executive recruitment and competitive participation; and we substitute Freedom House's measure of democracy for Polity IV's related measure, estimating
Model 2 with and without the openness of executive recruitment and competitive participation.
Across specifications we obtain evidence ranging from mild to strongly significant that individualism indirectly (through investment volatility) and directly negatively influences growth volatility Hofstede's individualism is used. Use of either democracy measure, or either democracy measure in tandem with measures of openness and competitiveness of the electoral processes, generates roughly similar results 41 .
Moreover, and most importantly, when we use Globe Project's measure of in-group-collectivism (the opposite, both conceptually and numerically, of Hofstede's individualism), we again obtain significant evidence of our maintained thesis: see columns 1 and 5 of Table 4 42 . Thus, our main theoretical result regarding the indirect link from individualistic behavior to macroeconomic growth volatility is robust to an alternative measure of individualism/ collectivism, and is collectively robust to the use of alternative measures of credit and democracy.
IV.C.3. Alternative Democracy and Individualism Variables: Tests on "Democracy"
For each alternative specification, the coefficient estimates and the test concerning the net impact "democracy" has on income growth volatility depends on the political/democracy variable(s) and the measure of individualism being employed. The test results across political and individualism specifications are presented in the bottom row of Table 4 .
If we use Quinn and Woolley's (2001) favored Gastil-Freedom House measure democracy, along with
Hofstede's individualism, Polity IV's measures of political openness and competitiveness, and the country list common to 41 We reject in favor of individualism having a net negative impact on income growth volatility at the 13%-15%-level when Hofstede's individualism is used in tandem with either Freedom House's democracy or Polity IV's democracyautocracy spread alone (without political participation or competitiveness): see columns 2 and 4 of Table 4 . When Hofstede's complete country list is used, we reject in favor of a net negative impact at the 5%-10%-level. We reject in favor of a net negative impact at the 10% level if we use Globe's in-group-collectivism and Freedom House's democracy: see column 5 of Table 4 . 42 Recall that in-group-collectivism measures the propensity to which members of a society behave collectively. Therefore, applying our theorem's main prediction, we expect collectivism to promote investment volatility, which will positively influence growth volatility: we predict a positive channel from collectivism to macroeconomic growth volatility. The estimated coefficient in the investment volatility equation is positive and significant at the roughly the 5%-level. The estimated coefficient in the growth volatility equation is negative and significant at the 10% level (column 1 of Table 4) , or 1%-level (column 5 of Table 4 ). Jointly, the relative magnitudes imply a net positive link from collectivism to income growth volatility, with the positive indirect effect through investment volatility trumping the comparatively small negative direct effect. In column 1 of Table 4 , the Test 3 (indiv) t-value is 1.74, with p-value of .078, when Polity IV's democracy-autocracy spread is used with political openness and competitiveness (column 1); and in column 5 the Test 3 t-value is 1.55, with p-value of .098 when Freedom House's democracy is used alone (column 5). Thus, while evidence suggests a negative direct impact is possible, the net impact is significantly positive due to the indirect channel through investment volatility, as predicted.
Hofstede and Globe, we find significant evidence that smaller values of democracy (i.e. a more established extent of democracy) leads to lower levels of investment volatility (i.e. the estimated coefficient is positive), whereas the direct effect on income growth volatility is highly insignificant: see column 3 of Table 4 . Indeed, we reject the claim that "democracy" has a zero effect on income growth volatility in favor of an indirect negative effect. 43 The result is even stronger if we use
Hofstede's complete country list: in this case, the presence of democratic institutions significantly reduces volatility in both investment and income growth (not shown), and we profoundly reject the claim that democracy does not influence income growth volatility in favor of a negative role.
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In every case we find either significant evidence that "democracy" is associated with a net negative impact on growth volatility: in every case save one, 45 the measured impact is positive in one equation (investment or income) and negative in the other equation (income or investment); and in every case the only significant coefficient occurs with the expected sign.
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There are, however, notable differences in how Freedom House's measure democracy and Polity IV's measure of the democracy-autocracy spread influence volatility. Using the country set common to Hofstede and Globe, Polity IV's measure significantly negatively impacts income growth volatility directly, and either does not play an indirect role, or indirectly positively augments growth volatility through investment volatility: see column 2 of Table 4 . In this case the coefficient on democracy is positive and significant at below the 1%-level in both equations (not shown), and the Test 4 t-value is 5.87with a p-value of .00003. 45 The exception is in column 5 of Table 4 , in which in-group-collectivism is used with Freedom House's democracy, and no other political controls. However, in this case the coefficients on democracy (measuring autocracy) are significantly positive in both volatility equations, as expected. 46 For example, in column 3 we use Hofstede's individualism, Freedom House's democracy (which measures the extent of autocracy), along with Polity IV's measures of political openness and competitiveness: the coefficient in the investment equation is positive and significant at the 1% level (more autocracy is associated with more volatility), and the coefficient in the income growth volatility equation is negative and insignificant. 47 Note, however, that neither democracy coefficient in the respective growth volatility equations of columns 3 and 4 is democracy lowers the potential for growth volatility may involve a macroeconomic investment dynamic.
If we expand the sample set to include all of Hofstede's countries, the fundamental test results remain intact.
Using Polity IV's measure of democracy alone (without measures of political openness and competitiveness), democracy has a significant negative impact on both macroeconomics volatility variables. If political openness and competitiveness are included, democracy negatively influences both, but only growth volatility significantly. If Freedom House's "democracy" is used alone, we find democracy lowers both volatilities, but only investment volatility significantly. In tandem with both controls for political competitiveness and openness, democracy strongly significantly negatively influences both volatilities. Clearly, all of these results demand further investigation, a matter we leave for future endeavors.
V. Concluding Remarks
Clearly a simple theoretical model like ours cannot capture the entire complexity of individualistic and collectivistic societies in identifying all of the channels through which growth volatility can be influenced. Investment decision itself is a complicated one which at times can involve complex social interactions. As Triandis (1995) argues, in collectivistic cultures knowledge sharing is limited within the society at large (it takes places primarily among in-group members as Greif (1994) described about the Maghribis). 48 Furthermore, in these societies individuals tend to avoid deviations from the others and thus will tend to mimic each other's investment behavior. This reinforces co-movement of investment behavior among individuals in these societies. In contrast, individuals in individualistic cultures tend to share knowledge with relative ease even with the ones who are not necessarily members of their in-groups. Such an environment also allows a broader tolerance for different opinions and individual deviations in investment behavior. This will curb comovement of investment behavior. We believe that this is a promising direction for future research.
Finally, it is interesting to point out that across all specifications treated in Tables 3-4 we find mean government expenditure positively influencing both macroeconomic volatilities, and, with the exception of the original specification of significant: it is significant in column 5 of Table 4 with the expected sign. 48 Also, see Peltokorpi (2004) on the limited knowledge sharing with others in the Japanese society.
Model 2 in Table 3 , the only significant coefficient occurs in the investment volatility equation. Thus, evidence suggests higher levels of government spending, measured as a percent share of GDP, significantly positively induces a greater dispersion of income growth. We suspect that that the reason behind that relationship is strong positive correlation between collectivism and high government expenditures. However, the specific channel between the latter two variables needs to be identified, which we leave for future research. Notes: 1. All regression results, and tests (unless otherwise noted) are based on the country set common to Hofstede and Globe. Absolute value of t-statistics are in parentheses; * significant at 10%; ** significant at 5%; *** significant at 1%. 2. Test 1 tests the two-sided hypothesis that individualism in the investment volatility equation and investment volatility in the income growth volatility equation are jointly insignificant; Test 2 tests the one-sided hypothesis that individualism negatively influences income growth volatility indirectly through investment volatility; Test 3 (4) tests the one-sided hypothesis that individualism (democracy) negatively influences income growth volatility indirectly through investment volatility and directly through the income growth volatility equation. 3. Test 1 is an F-test with 2-degrees of freedom; Tests 2 -4 are nonlinear one-sided t-tests. 4. Parenthetical values are p-values based on F-distribution for Test 1, and the t-distribution for the one-sided Tests 2 -4. 5. Tests denoted "h" are based on estimates using the entire country set of Hofstede. 
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